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Capital flight in Latin Americs
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AR has repestedly explored the subject of eapital
flight in Latin America and has not Heen able to arrive a.
any quantitative estimmion of the amounts of private,
local capital that may be transferred abroad in a given
period of time. %e undersissd thst the Inter-American
Development Bapk may se able to provide estimates of the
sums lavolved in recent years.

The following comments ab0out the guslitative aspecis
of the capital iligiht problem may dbe interesting and use-
ful to you.

Difficulties of obtaiaing reasomnatlc estimstes ——

Capital csn ba itrsssferred in & wide variety of ways, many
of which defy detection. In addition to obvicus transfexs
of aoney through veaks into forelgm assets and deposit
sccounts, thare sre sudh devices as underinvoicing of
exports; aénintlly'co-areial transfers to agents abroad,
which are really transfers of personsl sssets; and locai
purchases of dollsrs and forelgn checks tha; are held within
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the gountiry ss 3 hedegs spainst ifaflation., The latter device
is, for example, widely usod in Chile. Anslysls is msade
difficult also because the capital traamactions of forelgn-
owned companies are viten lumped together with loeal capital
iz svatlaile compilations of balance of payments data. The
policin:z sad sschange controls necessary to keep track of
all these forms of capital transfers and to limit clandestiise
ones, would stifle economic liberslism ia trade and exchaage
policies. Thay would probably cause an eves heavier and
long=ternm exodus of funds like that which cecurryed whea
s{wh gcontrols were imposed in Peron's Argemtima.

iisasons for capital exporis -- Periods of politicsl

econonic instability usually give rise to sm export of local,
as well ss foreiga,capital, jost such money generwlly
retarns o the couniry vhen sonditions improve, and the
flight of fumis has omnly 8 temporary effect, This type of
transfoer is especially marked when devalustion from g fixed
eachange r;te iv snilcipated. In addition, Latin American
investors ar&- offered only limited investment opportuanities.
Since no investor will put a2ll his eggs in one Lasket,
iatin Amoricans tead to diversify their portfolios by
placing some of their money abrosd in part for remsons of
safety, in part is amticipation of speculative profits,
During rocent years, some monetary ocutflows, labelled as
filtghts or local capital, appear to have Leen transfers of

short-term foreign msomey origimelly placed in latin imerice
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in search of high interest rates. SHuch foreign meney moves
in gquickly ¢e oapitslise on the interest ratesx of 32% and
'aywlrﬁs that provail, for exsmplo, on iastallment ssles
- contracts. Vhek an economic mlump occurs wiich 1imits the
public's abillity to buy on easy but ¢omtly credit terams,
this speculative money rushes out of the country. This is
reportedly the caplasation for reputed capitsl flights
from Argeatins in 1961 when the country eiperienced =
recession. Shortages of eoaventionsl bank credit also
creste a high interest eavironment sttractive to sbert-ters
landers operating with speculative foreiga funds, fusds
that flee the country vhes financisl conditions stadilize
and momsy is omsler. Announcement of an isterastional
financizl aid progrem to & latis Americasn country can,
therafore, shake this type of momey out of the country but
it does a0t represeat a true Iiight of loeally-owned eapital.
Quality of capital flight -~ Permsnent flight of capital
reapresonts sa abdication of posltinn by the upper ilncome

groups. ixcept in revolutionary circuamtances much ss
ogcurred in Holivia (after 1981) snd Cubs (after 1988), no
importact rich groups have left Litin Amurica permaneatly.
Rather, they sevk foreign exehange income from Serdign
operations that paramit theam to Lbuy goods and services not
svaileble domestically, and over the long-rus thay probally
use a considerabls amount of foreign-carned profits to

relnforce their ecomomic and political BesAtiSsmAs howe.
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Any recent permsnent exoduz of doswestic capital, other thasn
that from Bolivia and Caba, procably represeants the removal
of soginl and economic cleaments that would not im any case
contribute to the modernizstion of Latim Ameries. Their
departure may ve cheap at the price.

Impact of capital flight -~ Fundsmentzlly, it is a loss
cenfidence that sets off siseable movements of flight capitsl.
When that loss of dgonfidence is widespresd snd the resoval
of capital is sufficient to bid up the price of hard
currencies, there is a genoral inflstionsry impetus that
can be edverse to tﬁe aaticaal economics. The relation of
flight capital to inflows of foreign Rid is less clearcut.
The type of capital that resdily flses to 2 safe haven is
unlikely to be the same c¢apital that would be othervise
avallable for development purposes. It is private somey
that hes not been captured through taxes by the government
and 1t is money that does not respond to local iavestment
conditiona., BHealthy developmest withis an orderly political
environmest amd incentive tax program are among the
:l.agrﬁdients neaded to persunde capital to stay st bowe.
Allisnce programs already underway in 3 pumber of countries
ey provide the needed iagentive,
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